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Abstract: Financial market liberalization, innovations in the area of risk management, and reductions in 
transaction and supervisory costs have had significant positive impacts on agricultural finance institutions. 
Building on these positive developments, this paper focuses on some key areas where innovation could lead to 
greater access to agricultural finance: warehouse receipts, collateral securitization mechanisms and supply chain 
finance.  Creation of an enabling environment for rural finance should be a major focus of the rural development 
strategy of all developing countries, including Romania. A strategy should be considered in this area, as 
followings: it should be promoted institutional diversity while maintaining clear focus on sustainability; should 
be increased the role of savings and other financial services, beyond credit; should be ensured an appropriate 
legal, regulatory, financial environment for financial sustainability; should be underlined the need to focus on 




The construction of rural financial service mechanism is of great importance in 
promoting rural economic development, building a long-lasting mechanism to support 
agriculture, maintaining long-term stability in countryside, narrowing down the rich and poor 
gap between the rural and urban area and creating a harmonious society. 
Financial markets resemble other markets in that direct government involvement can 
crowd out private sector participation. This has been a perennial problem in developing 
countries’ rural credit markets, where government agricultural banks offering subsidized 
credit were very common. This created a “vicious circle” problem. Governments reluctantly 
withdrew from these markets because there was no private sector presence. The private sector 
was reluctant to enter when, in addition to other obstacles to rural lending, government 
competition was a constant threat. In recognition of this problem a new generation of 
government agencies was designed with the intention of coexisting with the private sector by 
filling niches or resolving what were seen as market failures by operating on a more 
commercial basis than their predecessors.  
Agricultural sector policies may act to suppress private sector development. 
Governments often use state owned enterprises to intervene in agricultural product pricing in 
order to reduce fluctuations of prices and provide a low price. This can be very costly, is often 
ineffective and preempts development of both insurance and storage markets. Farmers will 
not hedge their production if there is a floor price. Since producers have little incentive to 
store crops if they do not expect prices to rise over time, the market for storage facilities (and 
therefore the emergence of a warehouse receipts system) will be suppressed if these price 






MATERIALS AND METHODS 
 
  
The rural development become at presents more and more a global priority which is 
considered to be more than a simple rural policy. It can be noticed the increase of the interest 
for a rural “modus vivendi”, which incorporate the idea of the economical and social 
economic cohesions. One of the main factors in order to sustain the rural development is the 
finance issue. The increased complexity of the rural economy imposes new financing 
instruments. But the particularities of the agriculture could often impose constraints to the 
rural finance both for the supply side - financiers - and the demand side - rural firms. 
From the supply side (financial institutions), the limits in extending rural finance are the 
followings [1]:  
- small size average farm and low population density; 
- high transaction and supervisory costs which is due to the particular risk, nature, and 
characteristics of the rural sector and contribute to the absence of functioning rural financial 
markets and institutions in many countries; 
-  lack of collateral or adequate security; it is often difficult for banks to use production 
and land as collateral; 
- lack of technical knowledge at the bank level to evaluate and analyze the 
creditworthiness of agribusinesses; 
- no specialized product offered by the financial intermediaries to better meet the 
financing need of the agricultural sector; 
- lack of information on borrowers’ credit histories resulting in information asymmetries 
that make accurate credit risk assessment difficult in many developing countries; 
- underdeveloped risk management techniques; 
- no branches or limited network in rural areas; 
- underdeveloped communication and transportation infrastructure; 
- government regulation often hampers the financial market efficiency.  
From the demand side (agriculture firms), the limits in extending rural finance are the 
followings:  
- agribusinesses suffer from poor, insufficient collateral and non enforceability of 
security due to lack of land and property rights, high costs or lacking registration and 
foreclosure processes; 
- low affordability for farmers of market interest rates and higher margins (up to 2% 
higher than standard SME loans) that reflect the risk adequately; 
- insufficient cash flow planning; farms are not obliged to keep accounts or financial 
statements;   
- repayment schedules are often difficult for the clients to meet-standard repayment 
schedules are not adapted to seasonality of the business; 
-  lack of education at the farmers’ level; 
- lack of initiative and articulated demand for finance by agribusinesses, especially in 
primary agriculture. 
These factors, taken separate or mixed, could limit the supply of rural financial service 
in general, and agricultural finance in particular. Agricultural borrowers in rural areas adjust 
by resorting to informal credit, reduction of farm inputs, suboptimal production techniques, 
and borrowing from family and friends. This limits the investment in farm equipment and 
capital as well as other agricultural assets.  
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Beside, the producers concentrate on low-risk, low-return activities because they can 
not access the start-up capital required and cannot transfer systemic risks. The challenge for 
agricultural financial institutions is to develop low-cost ways of reaching farmers and better 
manage risks involved in agricultural lending. On both cases, new models for agricultural 
financing and new financial products are emerging.  
 
RESULTS AND DISCUSSIONS 
 
Some of the modern agricultural finance instruments in where innovations are emerging 
are the followings: warehouse receipts, collateral securitization mechanisms and supply chain 
finance.  
Warehouse receipt financing and other related collateralized lending mechanisms can 
provide an alternative to traditional lending requirements of banks and other financiers and 
are particularly relevant for emerging economies. Even is not a new financing instrument, the 
innovative side of the warehouse consists on using it as a catalyst to extend financing in 
markets where other attempts have failed, and on the creative use of the basic principle behind 
warehouse receipts - collateralized lending - in order to design new financing instruments [5]. 
There are typically three parties involved in warehouse receipt financing: the bank, the 
farmer, and the warehouse (Fig. 1). The farmer identifies a warehouse and takes his goods to 
the warehouse for deposit. The warehouse operator grades and classifies the goods and gives a 
receipt for storage of said goods to the farmer. The farmer then takes the receipt to the 
microfinance institution and, based on projections of the goods’ market value, this gives the 
farmer a loan. The loan is extremely flexible as it allows the farmer to spend it to finance 













The warehouse receipt financing process 
 
As in all types of micro loans, there are advantages and disadvantages for the client with 
warehouse receipts and for the bank.  
The advantages for the farmer include: 
- profitability: Warehouse receipts allow small-scale farmers to delay the sale of goods, 
allowing them to take advantage of large seasonal price swings for produce while obtaining 
cash when the harvest begins. 
- price transparency: A side effect of the warehouse system is that farmer groups work 
together with the warehouse operator to establish prices based on the product’s market value.  
- food security: Farmers can realize savings by “buying back” their produce from the 
warehouse for home consumption during the lean season when food prices are high. 
The disadvantages for the farmer consist of: 
- speculation: warehouse receipts promote speculative activity because the farmer tries 
to maximize profits by holding the produce until the price reaches its peak; 







- shortage of small-scale drying or preservation technologies for agricultural products. 
This is especially true in rural areas, where the technology can be scarce or expensive; as a 
result, the stored product is at risk for spoilage, loss from pests, and quality depreciation; 
- an unreliable supply or shortage of storage chemicals that are needed to preserve 
agricultural goods can decrease the farmer’s total volume of usable produce and compromise 
the product’s total value, thus decreasing the farmer’s ability to receive the best price; 
- transporting of goods to the warehouse is an added expense to the farmer.  
For the financial institution, the performance risk is minimized through warehouse 
receipts because the lender has the ability to sell off the asset in the case of nonperformance. 
Also, the typical transaction costs of commodity transactions are reduced. Borrowers do not 
need a balance sheet or long credit history because the lender is not relying on the company, 
but on the value of the commodity. Thereby, the reduced lending costs brings down interest 
rates for borrowers in sectors that are consider as high risk in any economy - commodity 
production, processing, trade - which has a great importance for an emerging country.  
Warehouse receipts are the basis for collateralized commodity transactions.  
In order for a warehouse receipt or collateralized lending program to be effective, there 
are a number of conditions for its functioning: 
- an appropriate legal environment, which clearly defines the rights and duties of each 
party, ensures easy enforceability of the security and foresees transferability of the receipt by 
delivery or endorsement; 
- the existence of a functioning market place; 
- agricultural prices that reflect carrying costs; 
- low financing ratios due to commodity price volatility; 
- the quality of warehouses plays a key role in the functioning of a warehouse receipt 
system. Ideally, warehouses are private and run on a commercial basis and there has to be a 
licensing and monitoring procedure in place that guarantees minimum quality standards; 
- the performance has to be guaranteed. An indemnity fund or bonding should be 
established to cover any potential fraud or negligence by the licensed warehouses; 
- local banks play a very important role in the successful set up of warehouse receipt 
systems [4]. 
The trade finance within the supply chain is another modern instrument of rural finance 
which can be extended to benefit all the economic agents operating along the supply chain, 
and particularly agricultural producers and agribusinesses operating in rural areas. Buyers and 
sellers linking finance to other activities in the supply chain has been a standard method of 
doing business in both developed and developing countries. Despite its entrenched nature and 
the ease with which some large exporters and large traders can access working capital through 
trade finance, some participants in the supply chain are often unable to use this type of 
working capital; this is the case of smaller exporters and traders, and in particular of small 
processors, producers, and local traders who operate in developing countries. 
The trade finance can be differentiated in two different categories [2]:  
- the first category is open account financing where the seller provides goods in advance 
of payment;   
- the second type of financing is advanced payment financing where the buyer provides 
some payment for the goods trusting that the seller will send the specified goods at a later 
date.  
Financing both through open account and advance payment arrangement can be 
facilitated with or without the intermediation of a bank. In those cases where the bank is the 
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intermediary, this type of financing requires that the bank takes on default risks by ensuring 
that the buyer and the seller meet their obligations and paying the costs if they do not. 
While this type of finance should not be labeled “innovative,” expanding its use to small 
actors will require innovation. Private traders, exporters, and importers have been looking for 
these types of market opportunities in almost every agricultural sector and in many cases have 
already been successful in extending financing through these means.  
In contrast to failures rooted in concessionary directed credit, linking credit delivery to 
other products and services along the supply chain through trade finance have some 
advantages, such as: 
- it can reduce the adverse impact of asymmetric information;  
- it decreases the high transaction cost of both creditors and the borrowers;  
- it ensures better and more intensive, high quality inputs use within a more rational, 
comprehensive, production, marketing, and finance framework;  
- it enhances transparency obtained with respect to commodity prices which has the 
potential to improve farmers’ bargaining position with traders in determining sale price;  
- this linkage could discourage moral hazard and adverse selection behaviors by farmers 
that are prevalent in agricultural finance;  
- a well-organized supply chain has the potential to generate economies of scale (e.g., 
providing credit to farmers that otherwise would not have accepted credit) and economics of 
scope (e.g., increasing the quantity or quality of other products that borrowers used); 
- this type of credit enhances the welfare of the various stakeholders, such as retailers, 
creditors, farmers, transporters, and exporters that take part in the supply chain. 
- linking credit to the delivery of other “products” along the supply chain allows more 
effective absorption of the fixed cost of each transaction so that the sum of the transaction 
costs involved within the supply chain would be smaller, reducing input cost and credit risk; 
-  the delivery of credit through the supply chain reduces both the administrative cost for 
screening borrowers, loan collection and mitigates credit risk.  
Supply chain financing has some particular prerequisites for providing financing in an 
agricultural sector [5]: 
- contractual enforcement or enforceable linkages. Lending within the supply chain 
requires that the parties can be guaranteed to meet their contractual obligations; 
- ensuring trust among participants. If legal contract enforcement is weak, introducing 
trust among the stakeholders of the supply chain can improve the chain functioning;  
- managerial capacity. Providing financing within the supply chain requires generally 
higher quality managerial skills, testing, and a wide range of coordination; 
- creating incentives. In order for these types of financing arrangements to be effective, 
the cost of default needs to be greater than the potential benefits;  
- the role of local banks. For supply chain financing to function optimally, local banks 
must be willing to extend credit to the improved supply chain. Banks have an incentive to do 
this because the organization of the supply chain often allows substantial saving on 
transaction costs, as well as improving the creditworthiness of its borrowers.  
Well functioning supply chains ensure that each link can adequately and efficiently 
access credit either directly from a financial institution or indirectly from another link of the 
supply chain when the latter benefits from lower cost of own capital or borrowed funds and an 







Creation of an enabling environment for rural finance should be a major focus of the 
rural development strategy of all developing countries, including Romania. The development 
partners should be aware of the linkages between financial markets and they should also be 
aware of the policies that are obviously targeted at these markets (e.g., government-provided 
credit, subsidized or controlled interest rates). A strategy should be considered in this area [3], 
as followings:  
- should be promoted institutional diversity while maintaining clear focus on 
sustainability. This challenge impose new institutional set ups and delivery mechanisms such 
as large branch networks of institutions, member-based systems (financial cooperatives) or 
decentralized, low cost structures (village bank type); 
- the role of savings and other financial services, beyond credit. Although saving 
mobilization is important for microfinance in general, it plays a special role in rural finance. 
Propensity to save in different forms is often high in rural areas; a large percentage of the 
potential client base may value access to safe and flexible saving services more than credit; 
- the importance of the appropriate enabling environment: a sustainable rural finance 
program need a legal, regulatory, financial environment that ensure financial sustainability, 
stimulate the decision making ability of management. The governments have an important 
role to play in establishing the appropriate enabling environment for rural finance; 
- the need to focus on long-term results: it is important to take a long term view of any 
rural finance program and understand that it may take a much longer time to achieve success 
in terms of outreach and operational sustainability; 
- the importance of carrying out a candid feasibility analysis: the proposed area of 
operations should be conducive for a rural finance program before proceeding with 
implementation. This includes assessing whether the minimum conditions are met for a 
sustainable intervention, including a sufficient underlying demand for financial services 
(minimum population density and level of economic activity), an acceptable local credit 
culture, existing partners that are interested to extend their activities in the project area; 
- selecting carefully the rural finance partner and support its strategy. Experience proved 
that the success of most micro or rural finance operations is first of all due to the quality of the 
partner selected rather than the donor project design. It is therefore important to strengthen the 
ownership of the strategy implemented at the level of the partner selected, and enforce 
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